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Executive Summary

“The income approach to value includes any method of converting an income stream into a present value estimate (i.e., an indicator of current fair
market value). The income approach is also called the capitalization approach because capitalization is the process of converting an expected
income into an indicator of value.

The methods or techniques used in the income approach may be relatively simple (e.g., income or rent multipliers and direct capitalization), or
more complex (e.g., various yield capitalization techniques). All of these methods are referred to as capitalization techniques because they convert
an expected future income stream into a present value estimate.

The income approach requires careful application because small variations in its key variables (capitalization rate, duration of income stream,
estimated income and expenses, etc.) will be mathematically leveraged into a wide range of estimated value. This is particularly true for the
capitalization rate variable. The accuracy of the income approach is no greater than the validity of the assumptions used to estimate the key
variables. The mathematical techniques used in the approach, while sometimes complicated, are merely tools for converting these assumptions
into an estimate of current market value.””

. Authority for Capitalization Rate Study

Property Tax Rule 8 (g) (2) provides the authority for the method in which the capitalization rates were developed in this study. The rule
states “the capitalization rate may be developed...

By deriving a weighted average of the capitalization rates for debt and for equity capital appropriate to the California money markets
(the band-of-investment method) and adding increments for expenses that are excluded from outgo because they are based on the value
that is being sought or the income that is being capitalized. The appraiser shall weight the rates for debt and equity capital by the
respective amounts of such capital he deems most likely to be employed by prospective purchasers.”

1. Band of Investment Approach

In its simplest form, the band of investment method assumes that a purchaser would pay cash (or equity) for a portion of the property and
would borrow the balance of the purchase price. For example:

Debt 30% x Cost of Debt 7% = 2.1%
Equity 70% x Costof Equity 12% = 8.4%
Weighted Average Cost of Capital 10.5%

! Assessors” Handbook 501, Basic Appraisal, Revised January 2002



Executive Summary

This booklet contains a study for each of the major state assessee industry groups® in California. Industry data was compiled by groups
with similar Value Line financial ratings. Commencing with the 2008 Capitalization Rate Study, the local exchange, wireless and
interexchange industries have been combined into one telecommunications study.

Generally accepted appraisal procedures were used to estimate the cost of capital for debt and equity. The long term debt cost is the cost
for a particular risk class of debt on the lien date. The equity rate reflects the rate of return or compensation that will satisfy the risk that a
prospective purchaser would assume by investing in the property.

The rates derived in this study are basic capitalization rates and represent the after-tax return on investment only. Any increments required
to be added by Property Tax Rule 8(g)(2), such as income or ad valorem tax components, are in addition to the rates listed.

A. Capital Structure - Prospective Purchaser vs. Company Specific

State assessees often ask why the Board does not use the current capital structure of individual companies in the band-of-
investment method. As explained in Rule 8 (g)(2), the appraiser shall weight the rates of debt and equity capital by the respective
amounts of such capital deemed most likely to be employed by a prospective purchaser.

Therefore, the capital structure contemplated is a representative or typical structure of an industry group of companies with a
similar bond rating, not that of the present owner. The objective of doing so is to strike an optimum capital structure from the
perspective of a potential investor.

B. Company Specific Debt Rates

In many cases the debt component of the capital structure for a prospective purchaser and the individual company being assessed
may be similar. In cases where, in the judgement of staff, the debt ratings of the individual companies being assessed and the debt
ratings of prospective purchasers are similar, the company-specific bond rating has been used to develop the appropriate debt
component of the recommended capitalization rate.

C. Impact of Holding Companies on Determination of Capital Structure
Many of the larger state assessees are subsidiaries of their holding company. Stock purchases related to a subsidiary must be

made through the parent holding company. Since there is no direct market data for state assesses that are subsidiaries of a holding
company, staff must rely, in great part, upon market data related to the holding company.

2 Gas, Electric & Water; Natural Gas Transmission; Electric Generation; Telecommunications (Local Exchange, Interexchange, Wireless); Pipeline; Railroad



Executive Summary

1. Capital Asset Pricing Model

The Capital Asset Pricing Model (CAPM) is a widely accepted theory used to estimate the cost of equity capital. In the application the
CAPM, the most sensitive component affecting the outcome is the estimate of the beta® statistic. The choice of different time frames and
frequencies of measurement in the calculation of the beta can produce significantly different results. Another factor in the use of beta is
the choice of whether to use an unadjusted beta or a beta adjusted to reflect the fact that betas tend to revert to the mean over time. In
this study, betas were obtained from three separate sources: one adjusted (Value Line) and two unadjusted. Generally the betas from the
three sources are averaged to establish the beta used to estimate the cost of equity capital for a specific industry. In general, the average
beta for highly regulated industries such as gas or electric transmission and distribution understates the risk inherent in those securities.
For companies in highly regulated environments, the Value Line adjusted beta was chosen as a better estimate of the relative risk in the
calculation of the required equity return.

V. Flotation Costs

When new issues of both debt and equity capital are sold to investors, the issuing company incurs transaction costs such as underwriting
fees, legal expenses, and prospectus preparation costs. These costs of issuing securities are known as flotation costs. Flotation costs
effectively reduce the net proceeds that a firm will receive from issuing securities. This is much like loan fees or points on a mortgage.
The cost of capital is adjusted upward to reflect the flotation costs incurred to issue the securities. Since the flotation costs are reflected
in the weighted average cost of capital, the flotation costs should not be allowed as expenses in projecting cash flows to be capitalized.
Each basic capitalization rate in this study has been adjusted to reflect flotation costs.

V. Size Adjustment

Investors typically consider small capitalization stocks as riskier investments than large capitalization stocks. It follows that investors
require additional return to take on the risk of an investment in a small capitalization stock. According to Ibbotson & Associates*, the
additional risk is not reflected in the calculation of beta. Where the Capital Asset Pricing Model was relied upon in assigning the cost of
capital to companies whose size is ranked in the lower deciles of the New York Stock Exchange, the size premium adjustment as reported
by Ibbotson Associates in the 2008 Valuation Edition Yearbook was considered.

® The covariance of the returns of a security regressed against the returns of the overall market - a measurement of relative volatility
4 SBBI: 2008 Valuation Edition Yearbook



Executive Summary

VI. Utilization of Other Studies and Data

Staff appraisers considered data and capitalization rate studies submitted by assessees and interested parties and, where appropriate
utilized them in the development of the staff derived rates.

The capitalization rates published in this study are intended to be applied to the unitary operations of the companies subject to assessment by the
California State Board of Equalization.



California State Board of Equalization
State-Assessed Properties Division
2008 Capitalization Rate Study

Gas, Electric and Water Companies

Ratings Capital Structure Rates of Return Basic
Preferred Common Preferred Common Preferred Cap
SBE No. Company Name Financial Stock Bond Equity Stock Debt Equity Stock Debt Rate
Gas and Electric Companies
141 San Diego Gas & Electric Company A Baal Al 53% 2% 45%  11.62%  6.31% 6.13% 9.04%
148 Southern California Edison Co. B++ Baa2 A2 52% 1% 47% 12.04% 6.35% 6.17%  9.23%
135 Pacific Gas and Electric Company B++ Baa3 Baal 52% 1% 47% 11.88%  6.39% 6.42%  9.26%
146 Sierra Pacific Power Company B B2 Bal 52% 1% 47% 12.83% 6.59% 6.79%  9.93%
106 PacifiCorp Not Rated Baa3 A3 52% 1% 47%  13.09% 6.39% 6.30%  9.83%
191 Arizona Public Service Company Not Rated Baa2 51% 49%  13.09% 6.54%  9.88%
103 Anza Electric Cooperative, Inc. Not Rated Not Rated 51% 49%  13.09% 7.52%  10.36%
156 Atlantic Path 15, LLC Not Rated Not Rated 51% 49%  13.09% 7.52%  10.36%
160 Valley Electric Association, Inc. Not Rated Not Rated 51% 49%  13.09% 7.52% 10.36%
173 Surprise Valley Electrification Corp. Not Rated Not Rated 51% 49%  13.09% 7.52% 10.36%
176 Plumas-Sierra Rural Electric Coop. Not Rated Not Rated 51% 49%  13.09% 7.52% 10.36%
185 Mountain Utilities Not Rated Not Rated 51% 49%  13.09% 7.52%  10.36%
193 Southwest Transmission Coop., Inc. Not Rated Not Rated 51% 49%  13.09% 7.52%  10.36%
Natural Gas Distribution and Storage Companies
149 Southern California Gas Company A Baal Al 53% 2% 45%  1152% 6.31% 6.13%  8.99%
152 Southwest Gas Corporation B Bal Baa3 52% 1% 47% 11.78%  6.43% 6.66% 9.32%
192 Alpine Natural Gas Operating Not Rated Not Rated 51% 49%  12.30% 7.52%  9.96%
194 West Coast Gas Company, Inc. Not Rated Not Rated 51% 49%  12.30% 7.52% 9.96%
195 Wild Goose Storage, LLC Not Rated Not Rated 51% 49%  12.30% 7.52%  9.96%
198 Lodi Gas Storage, LLC Not Rated Not Rated 51% 49%  12.30% 7.52%  9.96%
Water Companies
101 Golden State Water Company B++ A2 55% 45%  10.99% 6.17% 8.83%
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California State Board of Equalization
State-Assessed Properties Division
2008 Capitalization Rate Study

Natural Gas Transmission Companies

Ratings Capital Structure Rates of Return Basic

Common Common Cap

SBE No. Company Name Financial Bond Equity Debt Equity Debt Rate
153 Transwestern Pipeline Company Not Rated Not Rated 75% 25% 11.52% 6.54% 10.27%
180 North Baja Pipeline, LLC Not Rated Not Rated 75% 25% 11.52% 6.54% 10.27%
187 Mojave Pipeline Company Not Rated Not Rated 75% 25% 11.52% 6.54% 10.27%
188 Kern River Gas Transmission Company Not Rated Not Rated 75% 25% 11.52% 6.54% 10.27%
189 Standard Pacific Gas Line Incorporated Not Rated Not Rated 75% 25% 11.52% 6.54% 10.27%
190 Tuscarora Gas Transmission Company Not Rated Not Rated 75% 25% 11.52% 6.54% 10.27%
196 Questar Southern Trails Pipeline Company Not Rated Not Rated 75% 25% 11.52% 6.54% 10.27%
197 El Paso Natural Gas Company Not Rated Not Rated 75% 25% 11.52% 6.54% 10.27%
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California State Board of Equalization
State-Assessed Properties Division
2008 Capitalization Rate Study

Electric Generation Facilities

Ratings Capital Structure Rates of Return Basic

Common Common Cap

Facility Type Financial Bond Equity Debt Equity Debt Rate’
Recently Constructed Facilities ! C+ Not Rated 60% 40% 15.29% 7.271% 12.08%
Composite Facilities 2 C+ Not Rated 60% 40% 16.75% 7.78% 13.17%
Older Facilities * C+ Not Rated 60% 40% 17.54% 8.29% 13.84%

! Recently Constructed Facilities - Facilities constructed incorporating modern electric generation technologies.

2 Composite Facilities - Facilities that were sold off by vertically integrated electric utilities and for which replacements of some obsolete generation units with modern
electric generation technologies have been made.

% Older Facilities - Facilities that were sold off by vertically integrated electric utilities and for which no replacements, other than for routine
maintenance, have been made.

! Staff may adjust the rates stated above if the specific situation of a facility warrants an adjustment to its basic capitalization rate.
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California State Board of Equalization
State-Assessed Properties Division
2008 Capitalization Rate Study

Telecommunications Companies

Ratings Capital Structure Rates of Return Basic
Common Common Cap
SBE No. Company Name Financial Bond Equity Debt Equity Debt Rate
Local Exchange Companies
279 Pacific Bell Telephone Company A+ A2 80% 20% 12.04% 6.17% 10.87%
201 Verizon California, Inc. A+ A3 80% 20% 12.04% 6.30% 10.89%
284 Citizens Telecommunications Co. of California, Inc. B Not Rated 70% 30% 12.83% 6.91% 11.05%
294  SureWest Telephone B Not Rated 70% 30% 12.83% 6.91% 11.05%
Other Local Exchange Companies Not Rated Not Rated 70% 30% 14.14% 6.99% 11.99%
Wireless Companies
2606 AT&T Mobility LLC A+ A2 80% 20% 12.57% 6.17% 11.29%
2532 Los Angeles SMSA Ltd., Partnership A+ A3 80% 20% 12.57% 6.30% 11.31%
2552 Fresno MSA Limited Partnership A+ A3 80% 20% 12.57% 6.30% 11.31%
2559 Cellco Partnership A+ A3 80% 20% 12.57% 6.30% 11.31%
2720 Sprint PCS B+ Baa3 75% 25% 13.35% 6.66% 11.68%
2748 OmniPoint Communications Inc. B+ Not Rated 75% 25% 13.35% 7.03% 11.77%
2733 Metro PCS California/Florida, Inc. C++ Caal 65% 35% 15.45% 7.52% 12.67%
Other Wireless Companies Not Rated Not Rated 60% 40% 17.54% 7.56% 13.55%
Wireless Reseller Companies Not Rated Not Rated 60% 40% 19.63% 8.58% 15.21%
Interexchange Companies
2310 AT&T Communications, Inc. A+ A2 80% 20% 13.61% 6.17% 12.13%
2274 MCI Communications Services, Inc. A+ A3 80% 20% 13.61% 6.30% 12.15%
2372 MCI Metro Access Transmission Services, LLC A+ A3 80% 20% 13.61% 6.30% 12.15%
2014  Sprint Communications Co., L.P. B+ Baa3 75% 25% 14.40% 6.66% 12.46%
7522 Time Warner Telecom of California, L.P. B Baa2 70% 30% 14.40% 6.54% 12.04%
7761 Level 3 Communications, LLC B B3 70% 30% 14.40% 7.40% 12.30%
2463 Qwest Communications Corporation C+ Bal 65% 35% 17.02% 6.79% 13.44%
7686 Primus Telecommunications, Inc. C Not Rated 65% 35% 17.02% 7.76% 13.78%
Other Interexchange Carriers Not Rated Not Rated 60% 40% 20.42% 8.55% 15.67%
Other Interexchange Resellers Not Rated Not Rated 60% 40% 23.56% 9.21% 17.82%

! Includes Radio Telephone Paging Companies
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California State Board of Equalization
State-Assessed Properties Division
2008 Capitalization Rate Study
Pipeline Companies

Ratings Capital Structure Rates of Return Basic

Common Cap

SBE No. Company Name Financial Bond Equity Debt Equity Debt Rate
402 CALNEV Pipe Line LLC NR-1 NR-b 65% 35% 12.57% 6.67% 10.50%
461 SFPP, L.P. NR-1 NR-b 65% 35% 12.57% 6.67% 10.50%
468 Shell California Pipeline Company L.P. NR-2 NR-b 65% 35% 13.09% 6.67% 10.84%
479 Chevron Pipeline Company NR-2 NR-b 65% 35% 13.09% 6.67% 10.84%
480 ConocoPhillips Pipe Line Company NR-2 NR-b 65% 35% 13.09% 6.67% 10.84%
486 Pacific Pipeline System, LLC NR-2 NR-b 65% 35% 13.09% 6.67% 10.84%
Other Pipeline Companies NR-3 NR-c 65% 35% 14.14% 7.69% 11.88%
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California State Board of Equalization
State-Assessed Properties Division
2008 Capitalization Rate Study

Railroads
Ratings Capital Structure Rates of Return

Basic

SBE Company Common Common Cap

No. Name Financial Bond Equity Debt Equity Debt Rate
804 BNSF Railway Company A Baa2 75% 25% 13.87% 6.67% 12.07%
843  Union Pacific Railroad Company A Baa2 75% 25% 13.87% 6.67% 12.07%
802 Central Oregon & Pacific Railroad NR-1 NR-1 60% 40% 15.97% 8.19% 12.86%
810  California Northern Railroad NR-1 NR-1 60% 40% 15.97% 8.19% 12.86%
813  Pacific Harbor Lines NR-1 NR-1 60% 40% 15.97% 8.19% 12.86%
850 Modesto & Empire Traction Company NR-1 NR-1 60% 40% 15.97% 8.19% 12.86%
865  San Diego & Imperial Valley Railroad Co. Inc. NR-1 NR-1 60% 40% 15.97% 8.19% 12.86%
882  Trona Railway Co. NR-1 NR-1 60% 40% 15.97% 8.19% 12.86%
897  San Joaquin Valley Railroad Company NR-1 NR-1 60% 40% 15.97% 8.19% 12.86%
899  Arizona & California Railroad NR-1 NR-1 60% 40% 15.97% 8.19% 12.86%
Other Railroad Companies NR-2 NR-2 60% 40% 16.23% 9.21% 13.42%
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California State Board of Equalization
State-Assessed Properties Division
2008 Capitalization Rate Study

Gas, Electric and Water Companies

Ratings Capital Structure Rates of Return Basic
Preferred Common Preferred Common Preferred Cap
SBE No. Company Name Financial Stock Bond Equity Stock Debt Equity Stock Debt Rate
Gas and Electric Companies
141 San Diego Gas & Electric Company A Baal Al 53% 2% 45%  11.62%  6.31% 6.13% 9.04%
148 Southern California Edison Co. B++ Baa2 A2 52% 1% 47% 12.04% 6.35% 6.17%  9.23%
135 Pacific Gas and Electric Company B++ Baa3 Baal 52% 1% 47% 11.88%  6.39% 6.42%  9.26%
146 Sierra Pacific Power Company B B2 Bal 52% 1% 47% 12.83% 6.59% 6.79%  9.93%
106 PacifiCorp Not Rated Baa3 A3 52% 1% 47%  13.09% 6.39% 6.30%  9.83%
191 Arizona Public Service Company Not Rated Baa2 51% 49%  13.09% 6.54%  9.88%
103 Anza Electric Cooperative, Inc. Not Rated Not Rated 51% 49%  13.09% 7.52%  10.36%
156 Atlantic Path 15, LLC Not Rated Not Rated 51% 49%  13.09% 7.52%  10.36%
160 Valley Electric Association, Inc. Not Rated Not Rated 51% 49%  13.09% 7.52% 10.36%
173 Surprise Valley Electrification Corp. Not Rated Not Rated 51% 49%  13.09% 7.52% 10.36%
176 Plumas-Sierra Rural Electric Coop. Not Rated Not Rated 51% 49%  13.09% 7.52% 10.36%
185 Mountain Utilities Not Rated Not Rated 51% 49%  13.09% 7.52%  10.36%
193 Southwest Transmission Coop., Inc. Not Rated Not Rated 51% 49%  13.09% 7.52%  10.36%
Natural Gas Distribution and Storage Companies
149 Southern California Gas Company A Baal Al 53% 2% 45%  1152% 6.31% 6.13%  8.99%
152 Southwest Gas Corporation B Bal Baa3 52% 1% 47% 11.78%  6.43% 6.66% 9.32%
192 Alpine Natural Gas Operating Not Rated Not Rated 51% 49%  12.30% 7.52%  9.96%
194 West Coast Gas Company, Inc. Not Rated Not Rated 51% 49%  12.30% 7.52% 9.96%
195 Wild Goose Storage, LLC Not Rated Not Rated 51% 49%  12.30% 7.52%  9.96%
198 Lodi Gas Storage, LLC Not Rated Not Rated 51% 49%  12.30% 7.52%  9.96%
Water Companies
101 Golden State Water Company B++ A2 55% 45%  10.99% 6.17% 8.83%
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2008 Capitalization Rate Study
Gas, Electric and Water Companies

Industry Notes

Staff considered the equity rates derived from the sample as well as recent California Public Utilities Commission (CPUC)
decisions that established rates of return. Capital structures were developed based on the results of sample companies and staff
judgement considering the relative risk of the subject utilities. The staff also reviewed capitalization rate studies submitted by
Pacific Gas and Electric Company (SBE No. 135) and Southern California Edison Co. (SBE No. 148).

Staff relied upon the results of the following models in the development of equity rates:

1. Discounted Cash Flow
2. Capital Asset Pricing Model — Staff considered both the ex post and ex ante risk premiums.
3. CPUC decisions that established rates of returns.
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2008 Capitalization Rate Study

Flotation Cost Adjustment

Gas and Electric Companies

Equity Preferred Stock Debt
Value Line  Recommended Flotation  Adjusted | Moody's Recommended Flotation Adjusted | Moody's = Recommended Flotation  Adjusted
Rating Rate Cost in % Rate Rating Rate Cost in % Rate Rating Rate Cost in % Rate
A 11.10% 4.50% 11.62% Baal 6.20% 1.70% 6.31% Aa3 5.98% 1.70% 6.08%
B++ 11.35% 4.50% 11.88% Baa? 6.24% 1.70% 6.35% Al 6.02% 1.70% 6.13%
11.50% 4.50% 12.04%
Baa3 6.28% 1.70% 6.39% A2 6.07% 1.70% 6.17%
B+ 12.00% 4.50% 12.57%
Bal 6.32% 1.70% 6.43% A3 6.19% 1.70% 6.30%
B 12.25% 4.50% 12.83%
Ba2 6.36% 1.70% 6.47% Baal 6.31% 1.70% 6.42%
NR 12.50% 4.50% 13.09%
Ba3 6.40% 1.70% 6.51% Baa2 6.43% 1.70% 6.54%
B1 6.44% 1.70% 6.55% Baa3 6.55% 1.70% 6.66%
B2 6.48% 1.70% 6.59% Bal 6.67% 1.70% 6.79%
B3 6.52% 1.70% 6.63% Ba2 6.79% 1.70% 6.91%
Caal 6.56% 1.70% 6.67% Ba3 6.91% 1.70% 7.03%
Caa3 6.60% 1.70% 6.71% B1 7.03% 1.70% 7.15%
B2 7.15% 1.70% 7.27%
B3 7.27% 1.70% 7.40%
Cost of Capital Adjusted for Flotation Costs = K, NR 7.39% 1.70% 7.52%
1-f

Where:

K,= The cost of capital unadjusted for flotation costs

f = Flotation cost as a percentage of the value of securities issued
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2008 Capitalization Rate Study
Gas and Electric Companies

Summary of Rates of Return

Common Equity Preferred Stock Bonds

Value Line Rate of Moody's P/S Moody Rate of Moody's Bond Moody Rate of
Rating Return * Yields Rating Return 2 Yields Rating Return 2
A 11.10% Aal 6.06% Aaa=N/A Aaa2 5.68%
B++ 11.35% Aa=N/A Aa2 6.08% Aaa3 5.76%
11.50% Aa3 6.08% Aal 5.85%

B+ 12.00% Al 6.10% Aa=5.93 Aa2 5.93%
B 12.25% A=6.12% A2 6.12% Aa3 5.98%
NR® 12.50% A3 6.16% Al 6.02%
Baal 6.20% A=6.07 A2 6.07%

Baa=6.24% Baa2 6.24% A3 6.19%

Baa3 6.28% Baal 6.31%

Bal 6.32% Baa=6.43 Baa2 6.43%

Ba2 6.36% Baa3 6.55%

Ba3 6.40% Bal 6.67%

B1 6.44% Ba2 6.79%

B2 6.48% Ba3 6.91%

B3 6.52% B1 7.03%

Caal 6.56% B2 7.15%

Caa3 6.60% B3 7.27%

NR 7.39%

! The Rate of Return on Common Equity was developed by staff based on the relative risk of the utilities in conjunction with the results of the various
financial models and pertinent information from various sources. Consideration was given to the recent California Public Utilities Commission (CPUC)
decisions that established rates of return. The 2008 return on equity (ROE) for PG&E is 11.35% which results in a corresponding 8.79% return on
rate base (ROR). These rates have not changed since last year for PG&E. The ROE for SCE is 11.50% which results in a corresponding 8.75% ROR.
These rates are lower than last year. For SDG&E, the ROE is 11.10% which results in a corresponding 8.40% ROR. These rates are higher than last year.
Southern California Gas Company's ROR is 8.68% (Advice Letter 3199-A in compliance with D.97-07-054). This rate is the same as last year.

2 Rates of Return on Preferred Stocks and Bonds were based on Moody's "Utility Preferred Stock Yields™ and "Utility Bond Yields", December 2007 report.
However, because Moody assigns a yield to the groups Aaa, Aa, A and Baa for bonds; and aa, a, and baa for preferred stocks, the staff interpolates
the difference between these groups in order to achieve a further refinement of the ratings.

* For companies whose common equity are not rated (NR), staff judgment is used in assigning the rates of return because the circumstances or reasons for not
rating the common equity are different for each company.
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2008 Capitalization Rate Study
Gas and Electric Companies

Capital Asset Pricing Model - Ex Ante

Value Line Ratings

Component A++, A+ B++, B+, B

Expected Future Return, S&P 500" 10.83% 10.83%
Less: Risk Free Return 25 - 30 Year Treasury Bonds’ 4.37% 4.37%
Risk Premium 6.46% 6.46%
Beta® 0.99 1.01
Adjusted Risk Premium 6.40% 6.54%
Risk Free Return 25 - 30 Year Treasury Bonds? 4.37% 4.37%
Projected Return on Common Equity4 10.77% 10.91%
! Expected Future Return, S&P 500:

Earnings Growth - Multistage Model 8.87%

Dividend Yield for S&P 500, As of December 31, 2007 1.96%

10.83%

2 WSJ.com, January 3, 2008

® The estimated betas are derived from a sample of gas and electric companies with similar ratings.

* Due to rate regulation by the CPUC, staff has relied on recent equity rates authorized by the CPUC for
Pacific Gas and Electric Company, Southern California Edison Co. and San Diego Gas & Electric Company.
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2008 Capitalization Rate Study
Gas and Electric Companies
Capital Asset Pricing Model - Ex Post

Value Line Ratings

Component A++, A+ \ B++ B+, B

Common Stock Return (1926 - 2007) ! 12.30% 12.30%
Less: Income-Long Term Government Bonds (1926-2007)1 5.20% 5.20%
Risk Premium 7.10% 7.10%
Beta > 0.99 1.01

Adjusted Risk Premium 7.04% 7.18%
Risk Free Return 25 - 30 Year Treasury Bonds® 4.37% 4.37%
Projected Return on Common Equity4 11.41% 11.55%

! Ibbotson Associates Study.
% The estimated betas are derived from a sample of gas and electric companies with similar ratings.
¥ WSJ.com, January 3, 2008

* Due to rate regulation by the CPUC, staff has relied on recent equity rates authorized by the CPUC for
Pacific Gas and Electric Company, Southern California Edison Co. and San Diego Gas & Electric Company.
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2008 Capitalization Rate Study
Gas and Electric Companies

Equity Rates

a b c d e f g h i j k | m

Stock Est. Est. Dividend Est. Est. E/P DvYld+ DvYld+
Value Line Company Price 2008 2007 2007 2008 Yield Dividend Earnings Ratio DvGrth  ErngsGr

Rating Name 12/31/07 Earnings Earnings Dividends Dividends (g/c) Growth  Growth (d/c) (h+i) (h+))
A++ Consolidated Edison 48.85 3.40 3.30 2.32 2.34 479% 1.00% 3.70% 6.96% 5.79%  8.49%
A+ Exelon Corporation 81.64 4.40 4.05 1.78 1.86 2.28% 6.00% 10.17% 539% 8.28% 12.44%
A+ FPL Group Inc 67.78 3.80 3.45 1.64 1.78 2.63% 10.00% 10.50% 5.61% 12.63% 13.13%
A Allete, Inc. 39.58 2.70 3.00 1.64 1.68 4.24% NMF  6.00%  6.82% N/A  10.24%
A Ameren Corp. 54.21 3.30 3.25 2.54 2.54 4.69% NIL 503% 6.09% 4.69% 9.72%
A CH Energy Group 4454 2.80 2.60 2.16 2.16 485% 1.00% 3.00% 6.29% 5.85% 7.85%
A Great Plains Energy Inc. 29.32 2.00 1.70 1.66 1.66 5.66% NIL 280% 6.82% 5.66%  8.46%
A MGE Energy Inc 35.47 2.40 2.35 1.41 1.43 403% 050% 6.00% 6.77% 4.53% 10.03%
A NStar 36.22 2.25 2.10 1.35 1.43 3.95% 7.00% 7.23% 6.21% 10.95% 11.18%
A OGE Energy Corp 36.29 2.45 2.40 1.37 1.40 3.86% 2.00% 475% 6.75% 586% 8.61%
A Otter Tail Corporation 34.60 1.80 1.70 1.17 1.19 344% 2.00% 573% 520% 544% 9.17%
A Scana Corp. 42.15 2.90 2.70 1.76 1.82 432% 400% 450% 6.88% 8.32%  8.82%
A Sempra Energy 61.88 4.00 4.10 1.24 1.28 207% 4.00% 6.07% 6.46% 6.07% 8.14%
A Southern Co. 38.75 2.30 2.20 1.60 1.66 428% 400% 4.13% 594% 8.28%  8.42%
A Vectren Corp. 29.01 1.95 1.85 1.27 1.31 452% 3.00% 4.67% 6.72% 7.52% 9.18%
Mean 397% 3.71% 562% 6.33% 7.13%  9.59%
Median 424% 350% 503% 6.46% 596% 9.17%
Weighted Average 8.18% 10.48%

Sources: Columns a, b, d, e, f, g and i were extracted from Value Line.

Column j represents the average estimated earnings growth extracted from Value Line, Zacks.com and ThomsonFN.com.
Column c was extracted from The Wall Street Journal and represents December 31, 2007 closing stock prices.
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2008 Capitalization Rate Study
Gas and Electric Companies

Equity Rates

a b c d e f g h i j k | m

Stock Est. Est. Dividend  Est. Est. E/P DvYIld+ DvYld+
Value Line Company Price 2008 2007 2007 2008 Yield Dividend Earnings Ratio  DvGrth ErngsGr

Rating Name 12/31/07 Earnings Earnings Dividends Dividends (g/c)  Growth Growth  (d/c) (h+i) (h+j)
B++ Allegheny Energy 63.61 2.60 2.25 0.15 0.64 0.00% NMF 22.65%  4.09% N/A  22.65%
B++ Edison International 53.37 3.30 3.20 1.18 124 232% 650% 8.10% 6.18%  8.82% 10.42%
B++ El Paso Electric 25.57 1.80 1.55 Nil Nil  0.00% NMF 13.40%  7.04% N/A  13.40%
B++ Hawaiian Electric Industries 22.77 1.25 0.90 1.24 124  5.45% NIL 4.83% 549% 545% 10.28%
B++ PG&E Corporation 43.09 2.90 2.80 1.44 156 3.62% NMF 7.60%  6.73% N/A  11.22%
B++ Wisconsin Energy Corp. 48.71 2.80 2.70 1.00 1.08 2.22% 1050% 853% 5.75% 12.72% 10.75%
B+ Auvista Corporation 21.54 1.40 0.80 0.60 065 3.02% 1250% 6.17% 6.50% 1552%  9.18%
B+ DTE Energy Co. 43.96 2.85 3.05 2.12 218 496% 250% 527% 6.48% 7.46% 10.23%
B+ Empire District Electric 22.78 1.45 1.25 1.28 128 562% 1.00% 21.25%  6.37% 6.62% 26.87%
B+ Northeast Utilities 31.31 1.80 1.50 0.78 0.83 2.65% 6.50% 13.83% 575%  9.15% 16.48%
B+ Puget Energy, Inc. 27.43 1.60 1.60 1.00 1.00 365% 3.00% 573% 583% 6.65% 9.38%
B Centerpoint Energy, Inc. 17.13 1.20 1.10 0.68 0.76 4.44% 1350% 10.23%  7.01% 17.94% 14.67%
B Central Vermont PS 30.84 1.50 1.40 0.92 0.92 2.98% NIL 895%  4.86% 2.98% 11.93%
B DPL Inc. 29.65 2.00 1.85 1.04 110 371% 350% 9.13% 6.75% 7.21% 12.84%
B Sierra Pacific Resources 16.98 1.05 0.95 0.16 040 2.36% NMF 14.27%  6.18% N/A  16.62%
Mean 3.13% 6.61% 10.66%  6.07%  9.14% 13.80%
Median 3.02% 6.50% 8.95% 6.18%  7.46% 11.93%
Weighted Average 6.61% 13.19%

Sources: Columns a, b, d, e, f, g and i were extracted from Value Line.
Column j represents the average estimated earnings growth extracted from Value Line, Zacks.com and ThomsonFN.com.
Column c was extracted from The Wall Street Journal and represents December 31, 2007 closing stock prices.

Page 14



2008 Capitalization Rate Study
Gas and Electric Companies

Long Term Earnings Growth

a b c d e f

Value Line Rating Company Name Value Line Zacks Thomson Average
A++ Consolidated Edison 4.00% 3.40% 3.70% 3.70%
A+ Exelon Corporation 10.50% 11.30% 8.70% 10.17%
A+ FPL Group Inc. 11.00% 10.60% 9.90% 10.50%
A Allete, Inc. 8.00% 5.00% 5.00% 6.00%
A Ameren Corp. 3.00% 6.20% 5.90% 5.03%
A CH Energy Group 3.00% N/A N/A 3.00%
A Great Plains Energy Inc. 1.50% 3.30% 3.60% 2.80%
A MGE Energy Inc 6.00% N/A N/A 6.00%
A NStar 8.50% 6.70% 6.50% 7.23%
A OGE Energy Corp. 5.50% 4.00% N/A 4.75%
A Otter Tail Corporation 5.00% 4.50% 7.70% 5.73%
A Scana Corp. 3.50% 5.00% 5.00% 4.50%
A Sempra Energy 4.50% 6.50% 7.20% 6.07%
A Southern Co. 3.00% 4.40% 5.00% 4.13%
A Vectren Corp. 4.50% 4.50% 5.00% 4.67%
B++ Allegheny Energy NMF 22.30% 23.00% 22.65%
B++ Edison International 6.50% 10.30% 7.50% 8.10%
B+ + El Paso Electric 14.00% 15.00% 11.20% 13.40%
B++ Hawaiian Electric Industries 1.50% 4.50% 8.50% 4.83%
B++ PG&E Corporation 4.50% 8.50% 9.80% 7.60%
B++ Wisconsin Energy Corp. 8.00% 9.40% 8.20% 8.53%
B+ Auvista Corporation 9.00% 5.00% 4.50% 6.17%
B+ DTE Energy Co. 4.00% 6.00% 5.80% 5.27%
B+ Empire District Electric 8.50% N/A 34.00% 21.25%
B+ Northeast Utilities 17.00% 14.00% 10.50% 13.83%
B+ Puget Energy, Inc. 6.00% 5.50% 5.70% 5.73%
B Centerpoint Energy, Inc. 9.50% 9.50% 11.70% 10.23%
B Central Vermont PS 9.00% N/A 8.90% 8.95%
B DPL Inc. 10.50% 8.00% 8.90% 9.13%
B Sierra Pacific Resources 11.00% 17.50% 14.30% 14.27%
Mean 6.91% 8.11% 9.10% 8.14%

Median 6.00% 6.35% 7.70% 6.12%

Weighted Average 8.27%

Sources: Columns a, b, ¢ were extracted from Value Line.
Column d was extracted from Zacks Investment Research, Inc.
Column e was extracted from ThomsonFN.com.
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2008 Capitalization Rate Study
Gas and Electric Companies

Capital Structure

a b c d e f g h i j k |
Common Common Mkt Value L.T. Pfd Common Total L.T. Pfd Common
Value Line Company Stock Stock Price  Equity Debt Stock Equity Capital Debt Stock Equity

Rating Name Outstanding ~ 12/31/07  ($million)  ($million)  ($million) ($million)  ($million) % % %
A++ Consolidated Edison 271,515,822 48.85 13,263.55 7,778.00 212.60 13,263.55  21,254.15 36.6% 1.0% 62.4%
A+ Exelon Corporation 659,968,774 81.64 53,879.85  11,732.00 87.00 53,879.85  65,698.85 17.9% 0.1% 82.0%
A+ FPL Group Inc. 407,077,691 67.78 27,591.73 10,844.00 0.00 27,591.73 38,435.73 28.2% 0.0% 71.8%
A Allete, Inc. 30,821,767 39.58 1,219.93 409.00 0.00 1,219.93 1,628.93 25.1% 0.0% 74.9%
A Ameren Corp. 206,000,000 5421 11,167.26 5,486.00 211.00 11,167.26  16,864.26 32.5% 1.3% 66.2%
A CH Energy Group 15,762,000 44.54 702.04 403.90 21.00 702.04 1,126.94 35.8% 1.9% 62.3%
A Great Plains Energy 86,168,953 29.32 2,526.47 1,103.20 39.00  2,526.47 3,668.67 30.1% 1.1% 68.9%
A MGE Energy Inc. 21,868,684 35.47 775.68 232.30 0.00 775.68 1,007.98 23.0% 0.0% 77.0%
A NStar 106,808,376 36.22 3,868.60 2,203.60 43.00  3,868.60 6,115.20 36.0% 0.7% 63.3%
A OGE Energy Corp. 91,793,197 36.29 3,331.18 1,344.70 0.00  3,331.18 4,675.88 28.8% 0.0% 71.2%
A Otter Tail Corporation 29,847,515 34.60 1,032.72 278.40 15.50 1,032.72 1,326.62 21.0% 1.2% 77.8%
A Scana Corp. 116,664,933 42.15 4,917.43 2,959.00 113.00  4,917.43 7,989.43 37.0% 1.4% 61.5%
A Sempra Energy 261,411,057 61.88 16,176.12 4,502.00 196.00 16,176.12 20,874.12 21.6% 0.9% 77.5%
A Southern Co. 759,478,801 38.75 29,429.80  13,817.00 766.30 29,429.80  44,013.10 31.4% 1.7% 66.9%
A Vectren Corp. 76,517,056 29.01 2,219.76 1,208.30 0.00  2,219.76 3,428.06 35.2% 0.0% 64.8%
Mean 29.4% 0.8% 69.9%
Median 30.1% 0.9% 68.9%
Weighted Average 27.0% 0.7% 72.3%

Sources: Columns a, b, ¢, f and g were extracted from Value Line.
Column d was extracted from The Wall Street Journal and represents December 31, 2007 closing stock prices.
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2008 Capitalization Rate Study
Gas and Electric Companies

Capital Structure

a b c d e f g h i j |
Common Common Mkt Value L.T. Pfd Common Total L.T. Pfd Common
Value Line Stock Stock Price  Equity Debt Stock Equity Capital Debt Stock Equity
Rating Company Name Outstanding ~ 12/31/07  ($million)  ($million)  ($million) ($million)  ($million) % % %

B++ Allegheny Energy 166,068,275 63.61 10,563.60 3,790.10 24.00 10,563.60  14,377.70 26.4% 0.2% 73.5%
B++ Edison International 325,811,206 53.37 17,388.54 9,056.00 915.00 17,388.54  27,359.54 33.1% 3.3% 63.6%
B+ + El Paso Electric 45,137,431 25.57 1,154.16 659.10 0.00 1,154.16 1,813.26 36.3% 0.0% 63.7%
B++ Hawaiian Electric Industries 83,040,566 22.77 1,890.83 1,205.00 34.30 1,890.83 3,130.13 38.5% 1.1% 60.4%
B++ PG&E Corporation 378,299,413 43.09  16,300.92 7,674.00 252.00 16,300.92  24,226.92 31.7% 1.0% 67.3%
B++ Wisconsin Energy 116,943,072 48.71 5,696.30 3,493.40 30.40  5,696.30 9,220.10 37.9% 0.3% 61.8%
B+ Avista Corporation 52,864,428 21.54 1,138.70 768.60 26.30 1,138.70 1,933.60 39.7% 1.4% 58.9%
B+ DTE Energy Co. 163,713,691 43.96 7,196.85 6,961.00 0.00 7,196.85  14,157.85 49.2% 0.0% 50.8%
B+ Empire District Electric 30,546,570 22.78 695.85 541.90 0.00 695.85 1,237.75 43.8% 0.0% 56.2%
B+ Northeast Utilities 154,983,295 3131 4,852.53 3,474.00 116.20 4,852.53 8,442.73 41.1% 1.4% 57.5%
B+ Puget Energy, Inc. 117,176,878 27.43 3,214.16 2,678.90 1.90 3,214.16 5,894.96 45.4% 0.0% 54.5%
B Centerpoint Energy, Inc. 321,254,245 17.13 5,503.09 8,191.00 0.00  5,503.09 13,694.09 59.8% 0.0% 40.2%
B Central Vermont PS 10,194,531 30.84 314.40 116.00 10.10 314.40 440.50 26.3% 2.3% 71.4%
B DPL Inc. 113,553,444 29.65 3,366.86 1,451.60 2290  3,366.86 4,841.36 30.0% 0.5% 69.5%
B Sierra Pacific Resources 221,647,972 16.98 3,763.58 4,337.70 0.00  3,763.58 8,101.28 53.5% 0.0% 46.5%
Mean 39.5% 0.8% 59.7%

Median 38.5% 0.3% 60.4%
Weighted Average 39.2% 1.0% 59.8%

Sources: Columns a, b, ¢, f and g were extracted from Value Line.
Column d was extracted from The Wall Street Journal and represents December 31, 2007 closing stock prices.
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2008 Capitalization Rate Study
Gas and Electric Companies

Beta Analysis

a b c d e f g h i
Value Standard Debt WTG Avg
Value Line Line Zacks & Poor's Average Equity Unlevered Debt/Equity

Rating Company Name Beta Beta Beta Beta Ratio Beta Ratio
A++ Consolidated Edison 0.75 0.23 0.22 0.40 0.60 0.55 0.05
A+ Exelon Corporation 0.90 0.37 0.22 0.50 0.22 0.80 0.06
A+ FPL Group Inc. 0.75 0.39 0.50 0.55 0.39 0.61 0.06
A Allete, Inc. 0.95 1.08 N/A 1.02 0.34 0.79 0.00
A Ameren Corp. 0.80 0.59 0.48 0.62 0.51 0.61 0.04
A CH Energy Group 0.90 0.74 0.57 0.74 0.61 0.66 0.00
A Great Plains Energy Inc. 0.80 0.70 0.85 0.78 0.45 0.63 0.01
A MGE Energy Inc. 0.95 0.70 0.68 0.78 0.30 0.81 0.00
A NStar 0.75 0.44 0.46 0.55 0.58 0.56 0.01
A OGE Energy Corp. 0.85 0.45 N/A 0.65 0.40 0.68 0.01
A Otter Tail Corporation 0.95 0.73 N/A 0.84 0.28 0.81 0.00
A Scana Corp. 0.85 0.29 0.56 0.57 0.62 0.62 0.02
A Sempra Energy 0.90 0.42 0.84 0.72 0.29 0.77 0.03
A Southern Co. 0.70 0.18 0.09 0.32 0.50 0.54 0.09
A Vectren Corp. 0.90 0.49 N/A 0.70 0.54 0.68 0.01

Mean 0.85 0.52 0.50 0.65 0.44 0.67 0.03

Median 0.85 0.45 0.50 0.65 0.45 0.66

Weighted 0.51 0.66

Relevered Beta based on 45% Debt Capital Structure and mean Unlevered Beta 2 1.00

Relevered Beta based on 45% Debt Capital Structure and a weighted average Unlevered Beta® 0.98

Sources: Columns a, b and ¢ were extracted from Value Line.
Column d was extracted from Zacks.com.
Column e was extracted from Standard and Poor's Stock Reports.
Column g was extracted from capital structure worksheet.

! Unlevered Beta = Beta/[1+(1-t)(D/E)]; where D/E is the debt to equity ratio, t is the tax rate (assumed to be 40%)
? Relevered Beta = [Unlevered Beta][1+(1-t)(D/E)]; where D/E is the debt to equity ratio, t is the tax rate (assumed to be 40%)
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2008 Capitalization Rate Study
Gas and Electric Companies

Beta Analysis

a b c d e f g h i
Value Standard Debt WTG Avg
Line Zacks & Poor's Average Equity Unlevered  Debt/Equity

Rating Company Name Beta Beta Beta Beta Ratio Beta* Ratio
B++ Allegheny Energy 1.40 111 0.89 1.13 0.36 1.15 0.04
B++ Edison International 0.85 0.51 0.69 0.68 0.57 0.63 0.11
B++ El Paso Electric 0.90 0.45 0.15 0.50 0.57 0.67 0.01
B++ Hawaiian Electric Industries 0.75 0.50 N/A 0.63 0.66 0.54 0.01
B++ PG&E Corporation 0.85 0.87 0.69 0.80 0.49 0.66 0.08
B++ Wisconsin Energy Corp. 0.85 0.37 0.24 0.49 0.62 0.62 0.04
B+ Avista Corporation 0.95 0.84 N/A 0.90 0.70 0.67 0.01
B+ DTE Energy Co. 0.80 0.48 0.55 0.61 0.97 0.51 0.10
B+ Empire District Electric Co. 0.85 0.78 N/A 0.82 0.78 0.58 0.01
B+ Northeast Utilities 0.80 0.53 0.25 0.53 0.74 0.55 0.04
B+ Puget Energy, Inc. 0.90 0.49 0.47 0.62 0.83 0.60 0.04
B Centerpoint Energy, Inc. 0.95 0.87 0.68 0.83 1.49 0.50 0.15
B Central Vermont PS 1.00 1.22 N/A 111 0.40 0.81 0.00
B DPL Inc. 0.85 0.83 0.67 0.78 0.44 0.67 0.02
B Sierra Pacific Resources 1.20 2.15 191 1.75 1.15 0.71 0.07

Mean 0.93 0.80 0.65 0.81 0.72 0.66 0.05

Median 0.85 0.78 0.67 0.78 0.66 0.63

Weighted 0.80 0.66

Relevered Beta based on 47% Debt Capital Structure and mean Unlevered Beta 2 1.01

Relevered Beta based on 47% Debt Capital Structure and a weighted average Unlevered Beta 2 1.02

Sources: Columns a, b and ¢ were extracted from Value Line.

! Unlevered Beta = Beta/[1+(1-t)(D/E)]; where D/E is the debt to equity ratio, t is the tax rate (assumed to be 40%)

Column d was extracted from Zacks.com.
Column e was extracted from Standard and Poor's Stock Reports.
Column g was extracted from capital structure worksheet.

2 Relevered Beta = [Unlevered Beta][1+(1-t)(D/E)]; where D/E is the debt to equity ratio, t is the tax rate (assumed to be 40%)
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2008 Capitalization Rate Study
Natural Gas Distribution Companies

Flotation Cost Adjustment

Equity | Preferred Stock Debt
Value Line Recommended Flotation  Adjusted  Moody's Recommended Flotation Adjusted | Moody's Recommended Flotation  Adjusted
Rating Rate Cost in % Rate Rating Rate Cost in % Rate Rating Rate Cost in % Rate

A, B++ 11.00% 4.50% 11.52% Baal 6.20% 1.70% 6.31% Al 6.02% 1.70% 6.13%
B+, B 11.25% 4.50% 11.78% Baa2 6.24% 1.70% 6.35% A2 6.07% 1.70% 6.17%
NR 11.75% 4.50% 12.30% Baa3 6.28% 1.70% 6.39% A3 6.19% 1.70% 6.30%
Bal 6.32% 1.70% 6.43% Baal 6.31% 1.70% 6.42%
Ba2 6.36% 1.70% 6.47% Baa2 6.43% 1.70% 6.54%
Ba3 6.40% 1.70% 6.51% Baa3 6.55% 1.70% 6.66%
NR 7.39% 1.70% 7.52%

Cost of Capital Adjusted for Flotation Costs = k,

1-f

Where: k, = The cost of capital unadjusted for flotation costs

f = Flotation cost as a percentage of the value of securities issued
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2008 Capitalization Rate Study
Natural Gas Distribution Companies

Summary of Rates of Return

Common Equity Preferred Stock Bonds

Value Line Rate of Moody's P/S Moody Rate of Moody's Bond Moody Rate of
Rating Return * Yields Rating Return 2 Yields Rating Return 2

A, B++ 11.00% Aal 6.06% Aaa=N/A Aaa2 5.68%

Aa=N/A Aa2 6.08% Aaa3 5.76%

B+, B 11.25% Aa3 6.08% Aal 5.85%

Al 6.10% Aa=5.93% Aa2 5.93%

NR® 11.75%  A=6.12% A2 6.12% Aa3 5.98%

A3 6.16% Al 6.02%

Baal 6.20% A=6.07% A2 6.07%

Baa=6.24% Baa2 6.24% A3 6.19%

Baa3 6.28% Baal 6.31%

Bal 6.32% Baa=6.43% Baa? 6.43%

Ba2 6.36% Baa3 6.55%

Ba3 6.40% Bal 6.67%

B1 6.44% Ba2 6.79%

B2 6.48% Ba3 6.91%

B3 6.52% B1 7.03%

Caal 6.56% B2 7.15%

Caa3 6.60% B3 7.27%

NR 7.39%

'The Rate of Return on Common Equity was developed by staff based on the relative risk of the utilities in conjunction with the
results of the various financial models and pertinent information from various sources.

2 Rates of Return on Preferred Stocks and Bonds were based on Moody's "Utility Preferred Stock Yields™ and "Utility Bond Yields",
December 2007 report. Because Moody assigns a yield to the groups Aaa, Aa, A and Baa for bonds; and aa, a, and baa for preferred
stocks, the staff interpolates the difference between these groups in order to achieve a further refinement of the ratings.

*For companies whose common equity are not rated (NR), staff judgment is used in assigning the rates of return because the
circumstances or reasons for not rating the common equity are different for each company.
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2008 Capitalization Rate Study
Natural Gas Distribution Companies

Capital Asset Pricing Model - Ex Ante

Value Line Ratings

Component A, B++ B+, B

Expected Future Return, S&P 500 ! 10.83% 10.83%
Less: Risk Free Return 25 - 30 Year Treasury Bonds 2 4.37% 4.37%
Risk Premium 6.46% 6.46%
Beta® 0.88 0.99

Adjusted Risk Premium 5.68% 6.38%
Risk Free Return 25 - 30 Year Treasury Bonds 2 4.37% 4.37%
Projected Return on Common Equity 10.05% 10.75%

! Expected Future Return, S&P 500:

Earnings Growth - Multistage Model 8.87%
Dividend Yield for S&P 500, As of December 31, 2007 1.96%
10.83%

2 WSJ.com, January 3, 2008
¥ The estimated betas are derived from a sample of natural gas distribution companies with similar ratings.

Page 22



2008 Capitalization Rate Study
Natural Gas Distribution Companies

Capital Asset Pricing Model - Ex Post

Value Line Ratings

Component A, B++ | | B+ B
Common Stock Return (1926 - 2007) ! 12.30% 12.30%
Less: Income-Long Term Government Bonds (1926-2007) ! 5.20% 5.20%
Risk Premium 7.10% 7.10%
Beta > 0.88 0.99
Adjusted Risk Premium 6.24% 7.01%
Risk Free Return 25 - 30 Year Treasury Bonds 3 4.37% 4.37%
Projected Return on Common Equity 10.61% 11.38%

! Ibbotson Associates Study.

2 The estimated betas are derived from a sample of natural gas distribution companies with similar ratings.

¥ WSJ.com, January 3, 2008.
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2008 Capitalization Rate Study
Natural Gas Distribution Companies

Equity Rates

a b c d e f g h i i k | m
Stock Est. Est. Dividend Est. Est. E/P DvYld+ DvYld+
Value Line Company Price 2008 2007 2007 2008 Yield Dividend Earnings  Ratio DvGrth ErngsGr
Rating Name 12/31/07 Earnings Earnings Dividends Dividends (g/c) Growth Growth (d/c) (h+i) (h+j)

A New Jersey Resources Corp. 50.02 3.20 3.15 1.52 1.60 3.20% 5.00% 5.00%  6.40% 8.20% 8.20%
A Nicor Inc. 42.35 2.90 2.80 1.86 1.86 4.39% NIL 3.17%  6.85% 4.39% 7.56%
A Northwest Natural Gas Co. 48.66 2.75 2.65 1.44 1.52 3.12% 5.50% 573%  5.65% 8.62% 8.86%
A WGL Holdings Inc. 32.76 2.20 2.10 1.36 1.40 4.27% 2.50% 3.33% 6.72% 6.77% 7.61%
B++ AGL Resources, Inc. 37.64 2.85 2.65 1.64 1.64 4.36% 5.50% 443% 7.57T% 9.86% 8.79%
B++ Piedmont Natural Gas Co. 26.16 1.50 1.45 1.00 1.04 3.98% 4.50% 4.83% 5.73% 8.48% 8.81%
B++ South Jersey Industries, Inc. 36.09 2.20 2.00 1.01 1.10 3.05% 5.50% 7.25%  6.10% 8.55% 10.30%
Mean 3.77% 4.75% 4.82%  6.43% 7.84% 8.59%
Median 3.98% 5.25% 4.83%  6.40% 8.48% 8.79%
Weighted Average 8.04% 8.54%

Sources: Columns a, b, d, e, f and g were extracted from Value Line.
Column j represents the average estimated earnings growth extracted from Value Line, Zacks.com and ThomsonFN.com.
Column c was extracted from The Wall Street Journal and represents December 31, 2007 closing stock prices.
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2008 Capitalization Rate Study
Natural Gas Distribution Companies

Equity Rates

a b c d e f g h i i k | m

Stock Est. Est. Dividend Est. Est. E/P DvYld+ DvYld+
Value Line Company Price 2008 2007 2007 2008  Yield Dividend Earnings Ratio  DvGrth ErngsGr

Rating Name 12/31/07 Earnings Earnings Dividends Dividends (g/c) Growth  Growth (d/c) (h+i) (h+j)
B+ Atmos Energy Corporation 28.04 2.00 1.94 1.28 130  4.64% 150% 527% 7.13% 6.14% 9.90%
B+ Laclede Group, Inc. 34.24 2.20 231 1.45 149  435%  250% 4.00% 6.43% 6.85% 8.35%
B+ Southern Union Co. 29.36 1.85 1.70 0.40 044  150% 3350% 7.23% 6.30% 35.00% 8.73%
B+ UGI Corp. 27.25 1.95 1.79 0.72 076 279%  250% 7.00% 7.16% 529% 9.79%
B Southwest Gas Corp. 29.77 2.25 2.08 0.86 0.86 2.89% 150% 6.25% 7.56% 4.39% 9.14%
Mean 323% 830% 595% 6.91% 11.53% 9.18%
Median 289%  250% 6.25% 7.13% 6.14% 9.14%
Weighted Average 15.05% 9.31%

Sources: Columns a, b, d, e, f and g were extracted from Value Line.

Column j represents the average estimated earnings growth extracted from Value Line, Zacks.com and ThomsonFN.com.
Column c was extracted from The Wall Street Journal and represents December 31, 2007 closing stock prices.
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